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I.    introduction  University  of  Massachusetts 

Depository  Copy 

The  Revenue  Enhancement  and  Protection  legislation  enacted  during  1983 
requires  the  Director  of  the  Division  of  Employment  Security  to  file  a 
quarterly  report  with  the  Ways  and  Means  Committees  and  the  Joint  Committee 
on  Commerce  &  Labor  of  the  Massachusetts  Legislature. 

The  legislation  mandates  that  the  Division  of  Employment  Security  Director 
recommend  an  adequate  reserve  balance  for  the  Unemployment  Insurance  Trust 
Fund.    This  report  will  cover  the  system  which  provides  revenue  for  the 
trust  fund  and  provide  projections  and  recommendations  for  1984. 

II J'  The  Unemployment  Insurance  Tax  System 

Overview 


The  unemployment  insurance  system  is  a  federal-state  cooperative  program 
providing  benefits  for  individuals  temporarily  out  of  work  through  no  fault 
of  their  own.    Federal  and  state  taxation  of  wages  paid  by  employers  covered 
by  the  unemployment  insurance  program  finances  current  benefit  payments  and 
generates  reserves  to  ensure  the  payment  of  future  benefits.    Tne  taxes 
collected  by  the  Division  of  Employment  Security  are  placed  in  the 
Massachusetts  Unemployment  Insurance  Trust  Fund. 

The  Commonwealth's  unemployment  insurance  system  establishes  different 
methods  of  payment  for  "private- for-profit"  employers  and  for  non-profit  and 
governmental  employers. 

"Private- for-profit"  employers  are  required  to  participate  in  a  contributory 
tax  system.    The  amount  of  taxes  paid  by  each  employer  depends  on  the  number 
of  layoffs  experienced  by  the  individual  employer  and  on  the  condition  of 
the  State's  Unemployment  Insurance  Trust  Fund.    The  employer's  tax  rate  is 
determined  by  the  following  two-step  process: 

A.    An  experience  rating  account  is  maintained  for  each  employer.  The 
account  is  a  record  of  the  taxes  paid  to  the  Division  of  Employment  Security 
and  the  amount  of  unemployment  benefits  paid  to  that  employer's  workers.  On 

September  30th  the  last  day  of  the  federal  fiscal  year — the  "account"  is 

closed,  a  reserve  percentage  is  determined,  and  an  employer's  tax  rate  for 
the  next  calendar  year  is  established  according  to  which  tax  schedule  is  in 
effect.  \ 


a    mere  are  seven  tax  schedules  set  up  under  the  provisions  of  the 
law.    Which  schedule  is  in  effect  for  a  year  is  determined  by  the  reserve 
percentage — the  ratio  between  the  balance  of  the  trust  fund  as  of  September 
30  and  the  total  payroll  of  all  contributory  employers  during  the  preceding 
'calendar  year. 

Non-profit  employers  are  given  the  option  of  either  participating  in  the 
experience  rating  system  or  reimbursing  (on  a  dollar- for-dollar  basis)  all 
benefits  paid  to  their  former  employees.    Under  the  reimburseable  method 
employers  are  billed  monthly. 

In  1978,  the  system  was  expanded  to  provide  unemployment  insurance  coverage 
to  former  employees  of  state  and  local  governments.    Governmental  employers 
were  given  two  financing  options:    reimbursing  the  State  for  the  actual  cost 
of  benefits  paid  or  paying  contributions  through  an  experience  rated 
system.    In  Massachusetts,  a  special  contributory  system  was  designed  for 
governmental  employers  at  their  request. 

The  Need  for  Reserves 

The  financing  of  unemployment  insurance  benefits  and  the  stability  and 
solvency  of  unemployment  insurance  trust  funds  are  at  the  heart  of  state  and 
national  debates  on  the  future  direction  of  the  unemployment  insurance 
system.    At  the  national  level  the  cause  for  concern  is  that  the  trust  funds 
in  25  states  are  insolvent. 

Although  Massachusetts  is  in  a  more  fortunate  position  today,  our  trust  fund 
reserves  were  inadequate  during  the  1975  recession  to  make  current  benefit 
payments  to  unemployed  workers.    At  that  time    the  State  borrowed  from  the 
federal  unemployment  loan  account  and  the  Legislature  also  tightened  benefit 
eligibility  and  increased  taxes  on  employers. 

As  a  result  of  these  legislative  changes  and  the  recent  strength  of  the  • 
Massachusetts  economy,  we  have  generated  a  $497 -million  trust  fund  as  of 
September  30,  1983. 

Maintaining  a  trust  fund  reserve  is  important  because  unemployment 
compensation  is  an  insurance  system.    Thus,  while  seasonal  fluctuation  and 
minor  cyclical  changes  in  employment/unemployment  can  be  financed  from 
current  income,  unemployment  insurance  experts  consider  it  vital  to  the 
stability  of  the  unemployment  insurance  system  that  reserves  be  adequate  to 
pay  benefits  during  a  downturn  in  the  economy. 

It  is  also  important  to  maintain  adequate  reserves  in  order  to  foster 
economic  strength  since  the  need  to  increase  taxes  or  to  borrow  from,  the 
federal  fund  during  an  economic  downturn  is  not  desireable.    Tax  increases 
place  an  additional  economic  burden  on  employers  when  they  can  least  afford 
it  and  run  counter  to  the  government's  desire  to  stimulate  the  economy.  On 
the  other  hand,  building  an  adequate  reserve  fund  during  times  of  economic 
,  growth  is  consistent  with  employers'  desire  for  eveness  and  predictability 
in  their  tax  liability. 

Today  there  is  a  new  reason  to  maintain  adequate  reserves.  When 
Massachusetts  borrowed  in  1975  and  1976  the  federal  loans  were  interest  free 
for  two  years.    Now,  however,  10  percent  interest  is  assessed  on  similar 
long-term  borrowing.    This  interest  may  not  be  paid  from  the  trust  fund  and 
must  be  repaid  using  revenue  from  the  general  fund  or  from  a  surtax  on  the 
Commonwealth's  employers.    Today  the  State's  bond  prospectuses  also  report 
the  condition  of  the  trust  fund. 
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III.  Condition  of  the  Trust  Fund 


'Current  Condition 

The  September  1983  trust  fund  balance  was  $497.5  million  compared  to  a 
balance  of  $449.5  million  in  September  1982,  an  increase  of  $48.0  million  or 
10.7  percent.    This  balance  includes  payments  made  by  all  employers. 
Massachusetts  has  two  contributory  tax  systens — one  for  governmental 
employers,  the  other  for  private- for-profit  employers.    The  revenues  from 
both  systems  are  placed  in  a  single  Unemployment  Insurance  Trust  Fund,  but 
people  usually  mean  the  private  contributory  system  when  they  refer  to  the 
trust  fund. 

Tne  private  contributory  system  account  balance  of  $480.9  million  in 
September  1983  was  $40.0  million  or  9.1  percent  above  the  September  1982 
balance. of  $440.9  million. 

The  governmental  contribution  account  was  $16.6  million  in  September  1983 — 
$8.0  million  or  93  percent  over  the  prior  year's  balance  of  $8.6  million. 

1984  Projection 

The  Division  of  Employment  Security  projects  there  will  be  $595  million  in 
the  private  contributory  trust  fund  as  of  December  31,  1984.    This  forecast 
is  summarized  on  Table  X,  which  also  provides  data  from  prior  years  for 
comparative  purposes. 

The  projection  for  1984  is  based  on  the  following  economic  assumptions: 

-Average  weekly  benefit  amount  for  1984  of 
$123,  an  increase  over  the  1983  amount  of  $118. 

-An  insured  unemployment  rate  of  3.0  percent  for 
1984,  down  from  3.3  percent  in  1983. 

-Tax  schedule  D  will  be  in  effect  for  1984. 

IV.  Recommendation 

Tne  Division  of  Employment  Security  recommends  that  the  adequacy  of  the 
Unemployment  Insurance  Trust  Fund  reserves  should  be  determined  by  the  ratio 
of  benefit  costs  to  total  wages  paid  by  employers  over  the  most  recent  ten 
year  period.    Using  this  formula,  an  adequate  trust  fund  reserve  for  the 
year  ending  December  31,  1984  would  be  $585  million.    Hence,  there  is  no 
need  for  legislation  as  the  projected  trust  fund  balance,  under  tax  schedule 
D,  at  the  end  of  1984  is  $595  million. 

Table  II  outlines  the  method  the  Division  of  Employment  Security  has  used  to 
calculate  the  recommended  trust  fund  reserves  for  1984.    The  preceding 
section  of  this  report  sets  forth  the  projected  trust  fund  balance  at  the 
end  of  1984  and  the  economic  assumptions  underlying  the  forecast. 

The  recommended  level  of  adequate  reserves  is  based  on  the  Division  of 
Employment  Security's  view  that  the  state  should  build  trust  fund  reserves 
to  cover  benefit  payments  during  recessionary  periods.    We  do  feel,  however, 
that  borrowing  from  the  federal  loan  account  is  appropriate  during  periods 
of  castastrophic  unemployment,  such  as  1975  in  Massachusetts.  Consequently, 
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we  have  rejected  measures  for  trust  fund  adequacy  proposed  by  many, 
including  the  1980  National  Commission  on  unemployment  Compensation,  which 
would  require  reserves  sufficient  to  cover  the  highest  benefit  cost  year. 
Use  of  the  highest  benefit  cost  year  would  require  trust  fund  reserves  of 
$1.2  billion  in  Massachusetts  by  the  end  of  1984. 

Second,  the  Division  of  Employment  Security  feels  that  a  specified  dollar 
amount  is  an  inappropriate  standard  to  measure  reserve  adequacy.  Inflation 
or  growth  in  payrolls  can  quickly  render  such  a  standard  obsolete.  More 
important ,  under  Massachusetts  law  the  maximum  amount  of  'unemployment 
compensation  benefits  is  annually  adjusted  to  57.5  percent  of  the  state's 
average  weekly  wage,  so  that  benefit  levels  reflect  increases  in  wage 
levels.    The  automatic  increase  in  benefit  payment  levels  requires  a 
corresponding  increase  in  trust  fund  reserves.    Researchers  in  the  field 
agree  with  our  conclusion  that  measures  of  trust  fund  adequacy  should  be  a 
function  of  both  benefits -and  wages. 

The  Division  of  Employment  Security  reccrmends  use  of  a  ten  year  base 
period,  so  that  the  measure  of  trust  fund  adequacy  reflects  more  than  the 
most  recent  fluctuation  in  the  business  cycle.    The  resulting  incremental 
changes  in  trust  fund  reserves  promotes  stability  in  employer  taxes. 


V.      Comparative  State  Data 

Table  III  provides  data  on  the  trust  funds  for  all  50  states  as  of  June  30, 
1983.*    Massachusetts  has  the  fourth  highest  trust  fund  balance  in  terms  of 
absolute  dollars?  however,  its  rank  falls  to  eleventh  when  the  reserves  are 
related  to  the  total  wages  paid  by  all  Massachusetts  employers.  The  latter 
ranking  more  clearly  expresses  the  condition  of  the  Massachusetts  trust  fund 
for  the  reasons  previously  stated.    Tnis  ranking  also  adjusts  for  the 
variance  in  the  number  of  workers  covered  by  the  unemployment  insurance 
systems  in  all  50  states. 

• 

Massachusetts  comparative  position  must  also  be  assessed  in  light  of  the 
fact  that  25  states  have  insolvent  funds  (as  of  September  30,  1983)  ,  owing 
the  federal  government  $13.2  billion. 


*Data  used  in  the  comparison  are  reserves  and  wages  for  all  employers 
in  Massachusetts  governmental,  private- for-profit  and  non-profit. 
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REPORT  ON  THE  CONDITION  OF  THE  MASSACHUSETTS 

UNEMPLOYMENT  INSURANCE  TRUST  ^^QVERNMENT  DOCUMENTS 

DIVISION  OF  EMPLOYMENT  SECURITY  COLLECTION 
APRIL  1984 

,  .   j   . .  '  1998 

Introduction 

Chapter  233  of  the  Acts  of  1983  requires  the  Division  |^f  Ef^?t\o^fiej^ssachusettS 
Security  to  report  on  the  condition  of  the  Massachusetts 'Ur^^l^MnenJjpy 
Insurance  Trust  Fund  in  October  of  each  year  and  to  prepare  "quarterly 
supplements  to  its  annual  report.    The  Division  submitted  its  initial 
Annual  Report  in  October  1983  .and  is  now  submitting  its  second  quarterly 
supplement  to  that  report. 

The  Trust  Fund  balance  has  declined  slightly  since  our  January  1984  report 
due  to  the  seasonal  nature  of  unemployment  in  Massachusetts.    This,  however, 
has  not  altered  our  projection  for  the  balance  at  the  end  of  1984.  The 
projection  of  continued  growth  in  the  Trust  Fund  reflects  the  increasing 
strength  of  the  Massachusetts  economy,  as  evidenced  by  a  projected  decrease 
in  unemployment  compensation  benefits  paid  by  the  Division  of  Employment  . 
Security. 

Condition  of  the  Trust  Fund 


Current  Condition: 


The  February  29,1984  trust  fund  balance  was  $515.6  million.    This  balance 
includes  payments  made  by  all  employers.    Massachusetts  has  two  contribu- 
tory tax  systems--  one  for  governmental  employers,  the  other  for  private- 
for-profit  employers.    The  revenues  from  both  systems  are  placed  in  a 
single  Unemployment  Insurance  Trust  Fund,  but  people  usually  mean  the 
private  contributory  system  when  they  refer  to  the  trust  fund. 

The  private  contributory  system  account  balance  was  $494.9  million  as  of 
February  29,  1984,  $152  million  higher  than  the  February  1983  balance. 

The -governmental  contributory  system  account  balance  was  $20.7  million  in 
February  1984. 


1984  Projection: 


The  Division  of  Employment  Security  projects  there  will  be  a  $679  million 
balance  in  the  private  contributory  fund  account  as  of  December  31,  1984. 
The  attached  table  details  this  forecast  and  provides  data  from  prior  years. 

The  projected  1984  private  contributory  fund  balance  is  based  on  the 
following  economic  assumptions  which  remain  unchanged  from  our  January 
1984  report. 

Average  insured  unemployment  rate  of  2.5%  for  1984; 
Average  weekly  benefit  amount  in  1984  of  $122;  and 
Tax  schedule  D  in  effect  for  1984. 
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REPORT  ON  THE  CONDITION  OF  THE  MASSACHUSETTS 
UNEMPLOYMENT  INSURANCE  TRUST  FUND 


DIVISION  OF  EMPLOYMENT  SECURITY 
NOVEMBER  1985 


Introduction 

Chapter  233  of  the  Acts  of  1983  requires  the  Director  of  the  Division  of 
Employment  Security  to  annually  recommend  to  the  General  Court  the  amount  of 
reserves  necessary  to  maintain  an  "adequate  and  proper"  unemployment 
compensation  trust  fund  in  Massachusetts.     This  report  outlines  the  current 
condition  of  the  trust  fund.     The  recent  changes  enacted  as  part  of  Chapter 
4  of  the  Acts  of  1985.  and  recommends  that  no  legislative  action  is  necessary 
to  ensure  adequate  trust  fund  reserves  in  1986. 

Condition  of  the  Trust  Fund 

Current  Condition: 

The  September  30,  1985  trust  fund  balance  was  $904.6  million.     This  balance 
includes  payments  made  by  all  employers.     Massachusetts  has  two  contributory 
tax  systems — one  for  governmental  employers,  the  other  for  private-for- 
profit  employers.     The  revenues  from  both  systems  are  placed  in  a  single 
Unemployment  Insurance  Trust  Fund,  but  people  usually  mean  the  private 
contributory  system  when  they  refer  to  the  trust  fund. 

The  private  contributory  system  account  balance  was  $877.1  million  as  of 
September  30,  1985,  $165.5  million  higher  than  the  September  1984  balance. 

The  governmental  contributory  system  account  balance  was  $27.5  million  in 
September  1985,  an  increase  of  $4.9  million  over  September  1984. 

1985  Projections  through  December  1985: 

The  Division  of  Employment  Security  projects  a  $856  million  balance  in 
the  private  contributory  fund  account  as  of  December  31,  1985.  This 
projection  is  based  on  the  economic  assumptions  detailed  in  Table  1.  The 
data  for  the  Massachusetts  private  contributory  fund  account  balance  for 
1982,  1983,  1984,1985,  1985  and  1986  are  displayed  in  Table  2. 

1985  Projections: 

The  DES  projects  there  will  be  a  fund  balance  of  $791  million  for  the 
private  sector  system  by  the  end  of  December  1986.     The  projection  is  based 
on  the  economic  assumptions  outlined  in  Table  1. 


Adequate  Reserves 


Chapter  4  of  the  Acts  of  1985  refinanced  the  Massachusetts  private  sector 
trust  fund  by  expanding  the  tax  schedules,   increasing  experience  rating,  and 
redesigning  the  mechanism  necessary  to  trigger  the  tax  schedule  to  be  in 
effect . 

The  ratio  of  trust  fund  reserves  to  total  taxable  wages  were  established  by 
the  agency  based  on  historical  trends  and  the  following  criteria. 

Trust  fund  reserves  at  the  lowest  tax  schedule  should  cover 
benefits  payments  during  recessionary  periods  of  high 

unemployment  without  having  to  borrow  monies  from  the  federal 
loan  account. 

Periods  of  catastrophic  unemployment  like  1975,  would  require 

temporary  borrowing  from  the  federal  loan  account  but  not 
require  the  state  unemployment  taxes  increase  at  the  same  time. 

-    The  unemployment  tax  system  should  be  more  responsive  to  year  to 
year  changes  in  the  state  economic  condition. 

The  tax  schedule  to  be  in  effect  for  calendar  year  1986  will  be  determined 
by  the  ratio  of  the  trust  fund  balance  on  September  30,  1985  to  the  total 
taxable  wages  for  the  prior  calendar  year. 

Based  on  these  criteria  Schedule  A  will  be  in  effect  for  1986.  The  trigger 
mechanism  is  estimated  as  follows: 


Adjusted  balance  divided  by  calendar  year  1984  total  taxable 
wages  equals  trust  fund  reserve  ratio: 
$950.1  million  /  $40,249  billion  =  2.36% 

Trust  fund  reserve  percentage  of  2.3%  and  over  triggers 
Schedule  A. 


September  30,  1985  trust  fund  balance 
Estimated  October  receipts 
Adjusted  balance  for  computation 


$877.1  million 
73.0  million 
$950.1  million 


Recommendation: 


Trust  fund  reserves  are  adequate  for  the  payment  of  unemployment  insurance 
benefits  for  1986  and  no  legislative  action  is  necessary. 
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REPORT  ON  THE  CONDITION  OF  THE  MASSACHUSETTS 
UNEMPLOYMENT  INSURANCE  TRUST  FUND 


DIVISION  OF  EMPLOYMENT  SECURITY 
DECEMBER  1985 


Introduction 

Chapter  233  of  the  Acts  of  1983  requires  the  Director  of  the  Division  of 
Employment  Security  to  annually  recommend  to  the  General  Court  the  amount  of 
reserves  necessary  to  maintain  an  "adequate  and  proper"  unemployment 
compensation  trust  fund  in  Massachusetts.     This  report  outlines  the  current 
condition  of -the  trust  fund,   the  recent  changes  enacted  as  part  of  Chapter  4 
of  the  Acts  of  1985  and  recommends  that  no  legislative  action  is  necessary 
to  ensure  adequate  trust  fund  reserves  in  1986. 

Condition  of  the  Trust  Fund 


Current  Condition: 

The  September  30,   1985  trust  fund  balance  was  $904.6  million.     This  balance 
includes  payments  made  by  all  employers.     Massachusetts  has  two  contributory 
tax  systems — one  for  governmental  employers,  the  other  for  private-for- 
profit  employers.     The  revenues  from  both  systems  are  placed  in  a  single 
Unemployment  Insurance  Trust  Fund,  but  people  usually  mean  the  private 
contributory  system  when  they  refer  to  the  trust  fund. 

The  private  contributory  system  account  balance  was  $877.1  million  as  of 
September  30,  1985,  $165.5  million  higher  than  the  September  1984  balance. 

The  governmental  contributory  system  account  balance  was  $27.5  million  in 
September  1985,  an  increase  of  $4.9  million  over  September  1984. 

1985  Projections  through  December  1985: 

i 

The  Division  of  Employment  Security  projects  a  $856  million  balance  in 
the  private  contributory  fund  account  as  of  December  31,   1985.  This 
projection  is  based  on  the  economic  assumptions  detailed  in  Table  I.  The 
data  for  the  Massachusetts  private  contributory  fund  account  balance  for 
1982,   1983,  1984,1985,  1985  and  1986  are  displayed  in  Table  2. 

1986  Projections: 

The  DES  projects  there  will  be  a  fund  balance  of  $834  million  for  the 
private  sector  system  by  the  end  of  December  1986.     The  projection  is  based 
on  the  economic  assumptions  outlined  in  Table  1. 


Adequate  Reserves 

Chapter  4  of  the  Acts  of  1985  refinanced  the  Massachusetts  private  sector 
trust  fund  by  expanding  the  tax  schedules,   increasing  experience  rating,  and 
redesigning  the  mechanism  necessary  to  trigger  the  tax  schedule  to  be  in 
effect. 

The  ratio  of  trust  fund  reserves  to  total  taxable  wages  were  established  by 
the  agency  based  on  historical  trends  and  the  following  criteria. 


Trust  fund  reserves  at  the  lowest  tax  schedule  should  cover 
benefits  payments  during  recessionary  periods  of  high 
unemployment  without  having  to  borrow  monies  from  the  federal 
loan  account. 

Periods  of  catastrophic  unemployment  like  1975,  would  require 
temporary  borrowing  from  the  federal  loan  account  but  not 
require  the  state  unemployment  taxes  increase  at  the  same  time. 

The  unemployment  tax  system  should  be  more  responsive  to  year  to 
year  changes  in  the  state  economic  condition. 


The  tax  schedule  to  be  in  effect  for  calendar  year  1986  will  be  determined 
by  the  ratio  of  the  trust  fund  balance  on  September  30,  1985  to  the  total 
taxable  wages  for  the  prior  calendar  year. 

Based  on  these  criteria  Schedule  A  will  be  in  effect  for  1986.  The  trigger 
mechanism  is  estimated  as  follows: 


Adjusted  balance  divided  by  calendar  year  1984  total 
wages  equals  trust  fund  reserve  ratio: 
$960.1  million  /  $40,249  billion  =  2.38% 

Trust  fund  reserve  percentage  of  2.3Z  and  over  triggers 
Schedule  A. 


September  30,  1985  trust  fund  balance 
Estimated  October  receipts 
Adjusted  balance  for  computation 


$877.1 
83.0 
960.1 


million 
million 
million 


Recommendation : 


Trust  fund  reserves  are  adequate  for  the  payment  of  unemployment  insurance 
benefits  for  1986  and  no  legislative  action  is  necessary. 
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REPORT  ON  THE  CONDITION  OF  THE  MASSACHUSETTS 
UNEMPLOYMENT  INSURANCE  TRUST  FUND 


DIVISION  OF  EMPLOYMENT  SECURITY 
DECEMBER  1986 


Introduction 

Chapter  233  of  the  Acts  of  1983  requires  the  Director  of  the  Division  of 
Employment  Security  to  annually  recommend  to  the  General  Court  the  amount  of 
reserves  necessary  to  maintain  an  "adequate  and  proper"  unemployment 
compensation  trust  fund  in  Massachusetts.     This  report  outlines  the  current 
condition  of  the  trust  fund  recommends  that  no  legislative  action  is 
necessary  to  ensure  adequate  trust  fund  reserves  in  1987. 

Condition  of  the  Trust  Fund 

Current  Condition: 

The  Octobert  31,   1986  trust  fund  balance  was  $982.9  million.    This  balance 
includes  payments  made  by  all  employers.    Massachusetts  has  two  contributory 
tax  systems — one  for  governmental  employers,  the  other  for  private-for- 
profit  employers.     The  revenues  from  both  systems  are  placed  in  a  single 
Unemployment  Insurance  Trust  Fund,  but  people  usually  mean  the  private 
contributory  system  when  they  refer  to  the  trust  fund. 

The  private  contributory  system  account  balance  was  $950.9  million  as  of 
October  31,   1986,   $47.8  million  higher  than  the  October  1985  balance- 

The  governmental  contributory  system  account  balance  was  $32.0  million  in 
October  1986,  an  increase  of  $4.0  million  over  October  1985. 

1986  Projections  through  December  1986: 

The  Division  of  Employment  Security  projects  a  $907  million  balance  in 
the  private  contributory  fund  account  as  of  December  31,   1986.  This 
projection  is  based  on  the  economic  assumptions  detailed  in  Table  1.  The 
data  for  the  Massachusetts  private  contributory  fund  account  balance  for 
1982  through  1987  are  displayed  in  Table  2. 

1987  Projections: 

The  DES  projects  there  will  be  a  fund  balance  of  $917  million  for  the 
private  sector  system  by  the  end  of  December  1987.     The  projection  is  based 
on  the  economic  assumptions  outlined  in  Table  L« 


Ad eg u  a  teKe  serves 

Chapter  U  of  the  Acts  of  1985  refinanced  the  Massachusetts  private  sector 
trust  iund  by  expanding  the  tax  schedules,   increasing  experience  rating,  and 
redesigning  the  mechanism  necessary  to  trigger  the  tax  schedule  to  be  in 
effect  . 

The  ratio  oi   trust  fund  reserves  to  total  taxable  wages  were  established  by 
the  agency  based  on  historical  trends  and  the  following  criteria. 

Trust  fund  reserves  at   the  lowest  tax  schedule  should  cover 
benefits  payments  during  recessionary  periods  of  high 
unemployment  without  having  to  borrow  monies  from  the  federal 
loan  account . 

-    Periods  of  catastrophic  unemployment  like  1975,  would  require 
temporary  borrowing  from  the  federal  loan  account  but  not 
require  the  state  unemployment  taxes  increase  at  the  sa~e  tine. 

The  unemployment  tax  system  should  be  more  responsive  to  year  to 
year  changes  in  the  state  economic  condition. 

The  tax  schedule  to  be  in  effect  for  calendar  year  1987  will  be  determined 
by  the  ratio  of  the  trust  fund  balance  on  September  30,   1986  to  the  total 
taxable  wages  for  the  prior  calendar  year. 

Based  on  these  criteria  Schedule  B  will  be  in  effect  for  1987.  The  trigger 
mechanism  is  as  follows: 


Adjusted  balance  divided  by  calendar  year  1985  total  taxable  wages 
equals  trust  fund  reserve  ratio: 
$1006.8  million/$44.074  billion  =  2.282 

Trust  fund  reserve  percentage  of  2.02  or  more  but  less  than  2.32 
triggers  Schedule  B. 


September  30,   1986  trust  fund  balance 
Estimated  October  receipts 
Adjusted  balance  for  computation 


S  929.1 
77.7 
$1006.8 


million 
million 
million 


Recommendation: 


Trust  fund  reserves  are  adequate  for  the  payment  of  unemployment  insurance 
benefits  for  1987  and  no  legislative  action  is  necessary. 
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REPORT  ON  THE  CONDITION  OF  THE  1 
UNEMPLOYMENT  INSURANCE  TRU! 


DIVISION  OF  EMPIDYMENT  SECURITY 
DECEMBER  1987 


Introduction 

Chapter  233  of  the  Acts  of  1983  requires  the  Director  of  the  Division  of 
Employment  Security  to  annually  recommend  to  the  General  Court  the  amount  of 
reserves  necessary  to  maintain  an  "adequate  and  proper"  unemployment 
compensation  trust  fund  in  Massachusetts.    This  report  outlines  the  current 
condition  of  the  trust  fund  and  recommends  that  no  legislative  action  is 
necessary  to  ensure  adequate  trust  fund  reserves  in  1988. 

Condition  of  the  Trust  Fund 

Current  Condition: 

The  October  31,  1987  trust  fund  balance  was  $1074.7  million.    This  balance 
includes  payments  made  by  all  employers.    Massachusetts  has  two  contributory 
tax  systems — one  for  governmental  employers,  the  other  for  private- for-profit 
employers.    The  revenues  from  both  systems  are  placed  in  a  single  Unemployment 
Insurance  Trust  Fund,  but  people  usually  mean  the  private  contributory  system 
when  they  refer  to  the  trust  fund. 

The  private  contributory  system  account  balance  was  $1038.8  million  as  of 
October  31,  1987,  $110.4  million  higher  than  the  October  1986  balance. 

The  governmental  contributory  system  account  balance  was  $35.9  million  in 
October  1987,  an  increase  of  $4.6  million  over  October  1986. 

1987  Projections  through  December  1987: 

The  Division  of  Employment  Security  projects  a  $1020  million  balance  in  the 
private  contributory  fund  account  as  of  December  31,  1987.    This  projection  is 
based  on  the  economic  assumptions  detailed  in  Table  1.    The  data  for  the 
Massachusetts  private  contributory  fund  account  balance  for  1982  through  1988 
are  displayed  in  Table  2. 

1988  Projections: 

The  DES  projects  there  will  be  a  fund  balance  of  $1066  million  for  the  private 
sector  system  by  the  end  of  December  1988.    The  projection  is  based  on  the 
economic  assumptions  outlined  in  Table  1.  ■' 


Adequate  Reserves 

Chapter  4  of  the  Acts  of  1985  refinanced  the  Massachusetts  private  sector 
trust  fund  by  expanding  the  tax  schedules,  increasing  experience  rating,  and 
redesigning  the  mechanism  necessary  to  trigger  the  tax  schedule  to  be  in 
effect. 

The  ratio  of  trust  fund  reserves  to  total  taxable  wages  was  established  by  the 
agency  based  on  historical  trends  and  the  following  criteria: 


Trust  fund  reserves  at  the  lowest  tax  schedule  should  cover 
benefits  payments  during  recessionary  periods  of  high 
unemployment  without  having  to  borrow  monies  from  the  federal 
loan  account. 

Periods  of  catastrophic  unemployment,  like  1975,  would  require 
temporary  borrowing  from  the  federal  loan  account  but  not  require 
that  state  unemployment  taxes  increase  at  the  same  time. 

The  unemployment  tax  system  should  be  mere  responsive  to  year-to- 
year  changes  in  the  state  economic  condition. 


The  tax  schedule  to  be  in  effect  for  calendar  year  1988  will  be  determined  by 
the  ratio  of  the  trust  fund  balance  on  September  30,  1987  to  the  total  wages 
for  the  prior  calendar  year.  ^ 

Based  on  these  criteria,  Schedule  A  will  be  in  effect  for  1988.  The  trigger 
mechanism  is  estimated  as  follows: 


Adjusted  balance  divided  by  calendar  year  1986  total  wages  equals 

trust  fund  reserve  ratio: 

$1113.2  million/$48.172  billion  =  2.31% 

Trust  fund  reserve  percentage  of  2.3%  and  over  triggers  Schedule  A. 


Pecammendation: 

Trust  fund  reserves  are  adequate  for  the  payment  of  unemployment  insurance 
benefits  for  1988  and  no  legislative  action  is  necessary. 


September  30,  1987  trust  fund  balance 
Actual  October  receipts 
Adjusted  balance  for  computation 


$1036.6  million 
76.9  million 
1113.2  million 
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